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STATEMENT OF THE CASE

Thisisa Commission called hearing to consider the complaint of Richard W. Jones and Jerry R.
Jones (“Jones brothers’), owners of the executive rightsto 75% of the minerd interest inthe Y oung Lease
in Taylor County, Texas, concerning the Ventex Operating Corp. (“Ventex”) Young Lease, Well No. 1,
Casady (Strawn) Field, in Taylor County. The Jones brothers asserted that: (1) the Commission should
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recognize and gpprove a proration unit for the Young No. 1 wel conforming to the 40-acre drilling unit
shown on the plat submitted with the Form W-1 (Application for Permit to Drill, Degpen, Plug Back, or
Re-Enter) for thewell filed with the Commission on October 31, 1996; (2) the Commission should find that
the 40-acre proration unit for the Young No.1 as represented on the proration plat filed with the
Commission on October 22, 1999, violates the maximum diagona rule in specid field rules adopted for
the Casady (Strawn) Fidd; (3) in the dternative, if the Commissionshould find that the 40-acre proration
unit for the Young No. 1 as represented on the proration plat conforms to Commission rules, the
Commission should reguire Ventex to file a Form P-12 (Cetificate of Pooling Authority); and (4) the
Commission should find that field rules for the Casady (Strawn) Field were adopted without lawful notice
to the Jones brothers.

After issuance of proper notice, a hearing was held on March 19, 2004. The Jones brothers and
Ventex appeared and presented evidence. A plat for the Y oung Lease which includes ddlinegtion of the
proration units for the Ventex Young No. 1 and the Ventex Reynolds Nos. 1 and 2 is attached to this
proposal for decison as Appendix 1.

DISCUSSION OF THE EVIDENCE

Jones Brothers' Evidence and Position

The Jones brothers claimed that the only Commission approved plat for the Y oung No. 1 wdl is
the plat showing the 40-acre drilling unit for the well which was submitted with the Form W-1 gpplication
for adrilling permit for the well filed on October 31, 1996. Thisdrilling unit conssted of 40 acres out of
the southeast quarter of Section 26 of Block 18 of the T & P RR. Co. Survey, in Taylor County.

After special field rules were adopted for the Casady (Strawn) Field on September 14, 1999,
Ventex filed aplat showing a40-acre proration unit for the Y oung No. 1 well conssting of approximately
37 acresin Section 26 and gpproximately 3 acres out of a40-acretract in Section 21, in Block 18 of the
T & P RR. Co. Survey, Taylor County, Texas. The Jones brothers are dissatisfied with this 40-acre
proration unit because as of July 15, 2003, Ventex released 300 acres leased from the Jones brothers,
retaining only 60 acres congsting of the 40 acres assigned to the proration unit of the Y oung No. 1 well
and 20 acres assigned to the pooled unit for the ReynoldsNo. 2 well. Asaresult, the Jones brothers have
an unleased minera interest in gpproximately 37 acres out of the 40 acresin Section 21 and asserted that
Ventexincluded 3 acres out of thissame 40 acresin the proration unit for the Y oung No. 1 well only inthe
interest of preventing the Jones brothersfrom drilling another well on the productive portion of the Section
21 lands.

The Jones brothers argued that thereisno Commission record that the proration unit for the'Y oung
No. 1 well was ever approved by the Commission, and the Commission should recognize the 40-acre
drilling unit as the proration unit for the well.
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Specid field rules adopted by the Commission on September 14, 1999, for the Casady (Strawn)
Field provide for 40-acre proration units and impose amaximum diagond limitation for proration unitsfor
wedlsin thefidd of 2,100 feet. The maximum diagond for the proration unit for the Young No. 1 well is
2,289 feet. The Jones brothers recognized that on October 20, 1999, Ventex requested an exception to
the maximum diagond limitation for the proration unit for the Y oung No. 1 well, but asserted thet thereis
no record to show that the exception was ever approved by the Commission.

The Jones brothers argued that in the event the Commission declinesto find that the proration unit
for the Young No. 1 well isthe same asthe 40-acre drilling unit for thewell, the Commission should require
Ventex to file aForm P-12, because the 40-acre proration unit depicted by the Ventex plat filed with the
Commission on October 22, 1999, consists of acreage out of two separate tracts of land having different
ownership, being the 320 acresin Section 26 and the 40 acresin Section 21. Becausethe Jones brothers
own adightly larger roydty interest in the 40-acre tract than in the 320-acre tract, consideration of thetwo
tracts as a pooled unit would result in asmall economic benefit to the Jones brothers.

The Jones brothers al so complained that VVentex did not provide the Jones brothers with notice of
the Ventex application filed on July 20, 1999, requesting that the Commission adopt permanent field rules
for the Casady (Strawn) Field. They asserted that as of August 6, 1999, the date of the notice of hearing
in the field rules docket [Oil & Gas Docket No. 7B-0222211] and as of September 14, 1999, the date
of the Commisson’s Fina Order adopting the permanent field rules, Ventex had no lease of the Jones
brothers minerd interest in the Young Lease. As unleased minera interest owners, the Jones brothers
asserted that they were entitled to notice of the field rules application. The Jones brothers stated that
Ventex did not give them natice of the field rules gpplication because Ventex knew the field rules being
requested would have been opposed by the Jones brothers.!

Ventex's Evidence and Position

Ventex asserted that the complaints of the Jones brothers are the latest in a series of groundless
complaintsthe Jones brothers have filed with the Commission. Ventex asserted that: (1) The proration unit
assigned to the Y oung No. 1 well, asreflected by the proration plat filed with the Commission on October
22, 1999, is entirely appropriate; (2) Ventex timely requested, and recelved adminigtrative gpprovd for,
an exception to the maximum diagona rule for the Y oung No. 1 well proration unit; (3) Ventex was not
required to givethe Jones brothers notice of the Ventex application for permanent field rulesfor the Casady
(Strawn) Field, because the Jones brothers were not operatorsin the field; and (4) Ventex isnot required
to fileaForm P-12, because, for the Commission’ sregulatory purposes, the Y oung Leaseisone 360-acre
lease, and Ventex did not pool interests in separate tracts to form the proration unit for the Y oung No. 1

! Therules governing the Casady (Strawn) Field prior to September 14, 1999, were County Regular rules
providing for 20 acre density.
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wdl.

On August 18, 1995, Ventex entered into an Oil, Gas & Minera Leasewith J. O. Young, J. and
Loretta Y oung (“the Youngs’), covering the north 40 acres in the northeast quarter of Section 21. On
August 23, 1995, Ventex entered into another Oil, Gas & Minerd Lease with the Y oungs covering 320
acres, being the south one-half of Section 26. On October 31, 1995, Ventex gave apartid releaseto the
Youngs of depths down to 3,000 feet on the southeast quarter of Section 26. On April 3, 1996, the
Y oungs gave Ventex ardification of the August 23, 1995, minera lease covering the 320 acres, being the
south one-haf of Section 26, and extended the primary term of the leaseto August 24, 1996. On Jduly 23,
1996, Ventex and the Y oungs entered into a written agreement which amended the August 23, 1995,
minerd lease (formerly covering 320 acres in Section 26) to include the 40 acres in Section 21 and to
providethat thelease asamended covered dl depths. Thisagreement ratified the minerd leaseasawhole
and had the effect of creating one 360-acre lease as to the Youngs interest. This lease is currently in
effect, being held by production.

OnOctober 26, 1995, Ventex entered into Oil, Gas& Minerd Leaseswith the Jonesbrothersand
their spouses covering the Jones' interest in 160 acres, being the southeast quarter of Section 26. On July
31, 1996, Ventex and the Jones brothers entered into awritten agreement amending the October 26, 1995,
minerd lease to include the 160 acresin the southwest quarter of Section 26 and the north 40 acresin the
northeast quarter of Section 21. This agreement ratified the lease as a whole and extended the primary
term. The effect of the agreement wasto include the entire 360 acres under asingle mineral lease astothe
Jones interest. On August 18, 1999, Ventex released to the Jones brothers al but 60 acres, being 20
acres assigned to the Reynolds No. 2 well and 40 acres assigned to the Young No. 1 well. This partid
release was made pursuant to a retained acreage provison in the minerd lease with the Jones brothers
permitting Ventex to retain, one year after expiration of the primary term of the lease, only that acreage
assigned to producing wells.

On January 13, 2000, the Jones brothers signed another written agreement with Ventex ratifying
and extending the primary term of the October 26, 1995, minerd lease asto the Jones' interest intheentire
360 acres, except as to depths down to 3,500 feet on al but the 60 acres retained by Ventex under the
terms of the August 18, 1999, partid release. Thisagreement was made effective July 31, 1999, and again
had the effect of making the Jones' interest in the entire 360 acres, except for the excluded depths, the
subject of a single minera lease to Ventex. For this agreement, the Jones were paid $40,000.00 by
Ventex. On January 11, 2000, the Jones brothers corresponded with the Commission withdrawing al
complaints filed by the Jones brothers with the Commission relating to the Young (28071) Lesase, Well
Nos. 1 and 2 and dl other complaints regarding the operations of Ventex.

OnJduly 15, 2003, Ventex, pursuant to the retained acreage provision of theminera lease, released
to the Jones brothers, asto their minera interest, al of the acreage except for the 60 acres assigned to the
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Reynolds No. 2 wdl and the Young No. 1 well.

Ventex dtated that since 1998, the Jones brothers have filed numerous complaints with the
Commission regarding Ventex, usudly contemporaneous with expiration of Ventex's lease of the

Jonesinterest inthe Y oung Lease. Complaints made in the 1998-1999 erawere dismissed after the Jones
brothers withdrew the complaints.

A January 22, 1992, drilling title opinion shows, asto the entire 360-acre Y oung Lease, that: (1)
the surface estateisowned by the'Y oungs; and (2) theminera leasing rightsare owned 25% by the Y oungs
and 75% by the Jones brothers. The minera leasing rights ownership iscommon al acrossthe 360 acres.
TheYoungs royalty interest is one-fourth in the entire 360 acres. The Jones brothers each own a one-
eighthroyalty interest in the 320 acresin the south one-half of Section 26 and a17/128th interest in the 40
acresinthe northeast quarter of Section 21. There are some non-participating royalty ownerswho are not
common asto the 320 acresin Section 26 and the 40 acresin Section 21.

The Jones brothers are being paid roydties on the production of the Y oung No. 1 well on atract
bassfor the tract where the well islocated and not on a pooled unit basis,

Ventex filed a Form W-1 (Application for Permit to Drill, Deepen, Plug Back, or Re-Enter) for
the Y oung No. 1 well on October 31, 1996. The Form W-1 indicated that the well would be drilled on
a 360-acre lease tract, not a pooled unit. The plat attached to the Form W-1 depicted a40-acre drilling
unit congsting entirely of acreage in the south one-haf of Section 26. The drilling unit for the well did not
include any acreage in Section21. Ventex did not file a Form P-12 with the Form W-1. Ventex has not
filed adeclaration of pooled unit for the Y oung No. 1 well, and has not in any way treated thewell asbeing
on apooled unit.

The examiners have officidly noticed from Commission records that the Y oung No. 1 well was
spudded by Ventex on December 23, 1996, and completed on January 20, 1997. The surface location
of thewd | is1,000 feet from the east line and 1,260 feet from the south line of the Y oung Leaseand 1,000
feet from the east line and 600 feet from the south line of Section 26 of Block 18, T & P RR. Co. Survey,
Taylor County, Texas.

Ventex asserted that when it filed plats for the 40-acre proration unit of the Young No. 1 after
specid fidd rules for the Casady (Strawn) Field were adopted, it was free to adopt a proration unit that
differed fromthedrilling unit for thewell. On October 22, 1999, V entex filed with the Commission certified
oil proration plats for the Young No. 1, Reynolds No. 1, and Reynolds No. 2 wells. The proration plat
for the Young No. 1 well showed a 40-acre proration unit conssting of approximately 37 acresin the
southeast quarter of Section 26 and approximately 3 acres in the northeast quarter of Section 21. The
proration unit for the Y oung No. 1 was shown on the plat to have amaximum diagond of 2,289 feet, and
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the October 22, 1999, filing made by Ventex requested an exception to the maximum diagond limitation
of 2,100 feet in the specid fidld rules adopted for the Casady (Strawn) Fed.

Ventex agreed with the assessment of the Jones brothers that dl the acreage included in the
prorationunit for the'Y oung No. 1 wdl isproductive acreage in the subject fiedd. The Commisson’sFiling
Procedures Manud states that an operator may request an exception to the distance limitations of the
maximum diagond rule, which may be adminigratively gpproved if al the acreage in the proration unit is
considered productive. Ventex asserted that itsregquest for an exception to the maximum diagond limitation
was approved adminigtratively, because after the proration plat of the Young No. 1 well and Ventex's
request for an exception were filed, the Commission continued to assign an dlowable to the well.

Ventex requested the Commission to hold a hearing to consder permanent field rules for the
Casady (Strawn) Field by letter dated July 19, 1999. The servicelist submitted by Ventex did not include
the Jonesbrothers. Ventex asserted that the Commission requiresthat notice of applicationsfor permanent
field rules be provided only to operatorsin the field. At the time of the filing of the Ventex application for
permanent field rules, Ventex and The Townsend Co. were the only operatorsin thefield, and notice was
given to Townsend.

Ventex requested that the complaint of the Jones brothers be dismissed.

EXAMINERS OPINION

(a) Proration Unit/Drilling Unit

Ventexisnot required to conform the proration unit for the Y oung No. 1 well to the same 40 acres
assigned by Ventex to thedrilling unit for thewell. The Y oung No. 1 wasdrilledin 1996. A proration plat
for thewell was not required until after the Commission adopted specid field rulesfor the Casady (Strawn)
Feld on September 14, 1999. The Commission higtorically hasallowed the configuration of proration units
to be changed at any time, without notice or gpprova, by the filing of an amended Form P-15 (Statement
of Productivity of Acreage Assigned to Proration Units). Thereis no Commission rule requiring that the
proration unit for awell be confined to the same acreage assigned to the drilling unit for the well.

Ventex properly filed a proration plat for the Young No. 1 well on October 22, 1999, and
thereafter the Commission continued to assign an alowable to the well. Both Ventex and the Jones
brothers agree that dl the acreage assigned by Ventex to the proration unit for the Young No. 1 well is
productive in the Casady (Strawn) Field. Ventex has established that it has at least agood faith claim of
acurrent right to operate al of the acreage assgned to this proration unit by virtue of currently effective
minera leases with the Y oungs and the Jones brothers. The examiners conclude
that the Jones brothers complaint that the proration unit for the Y oung No. 1 well should be conformed
to the same 40 acresin the drilling unit for the well iswithout lega foundation.
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(b) M aximum Diagonal

The Jones brothers complaint that the proration unit for the Young No. 1 well violates the
maximum diagond limitation in specid field rulesfor the Casady (Strawn) Field islikewiselacking in merit.
The maximum diagond limitation in specid fidd rules specifies the maximum distance dlowed between the
two most distant points of a proration unit, and has the purpose of helping to assure that only productive
acreage isassgned to awel’ s proration unit. Exceptions to the maximum diagond rule traditiondly have
been approved adminigratively upon a certification that al acreage within the proration unit for awdl is
reasonably considered to be productive.

The maximum diagond limitation in specid fidd rulesfor the Casady (Strawn) Fidd is 2,100 feet,
the standard diagond for 40-acre proration units. The maximum diagond for the proration unit assgned
by Ventex to the Y oung No. 1 well is 2,289 feet. However, Ventex filed arequest for an exception to the
maximum diagond limitation on October 22, 1999, gtating that al of the acreage in the proration unit for
the Young No. 1 well was productive in the Casady (Strawn) Field, and the examiners conclude thet the
exceptionwasapproved adminigratively. TheCommissionaccepted Ventex’ sproration plat for theY oung
No. 1 well showing the maximum diagond of 2,289 feet, and thereafter continued to assgn an dlowable
to the well, which the Commisson would not have done if the proration unit had been found to be
objectionable or if the requested exception to the maximum diagond limitation had not been approved
adminigratively.

(c) Certificate of Pooling Authority

The Jones brothers did not provethat Ventex isrequired to file a Form P-12 for the proration unit
of the Young No. 1 wel. Statewide Rule 40 requires filing of a Form P-12 to designate a pooled unit
formed after compl etion paperwork has been filed when the pooled unit’ sacreageisbeing used or assigned
for alowable purposes. The ingructions for Form P-12 indicate thet the form isto be filed when two or
moretractsare pooled. Theevidencedoesnot establishthat Ventex has pooled interestsin separatetracts
in order to form the proration unit for the Y oung No. 1 well.

The Y oungs and the Jones brothers collectively own 100% of the executive rightsin the 360 acres
comprising the Young Lease. Asto the minerd edtate, theY oungs interest isuniform throughout the 360
acres and throughout the 40-acre portion of the 360 acres that forms the proration unit for the Y oung No.
1 well. By reason of the July 23, 1996, agreement between the Y oungs and Ventex, the Y oungs interest
in the entire 360 acresis covered by asingle minerd lease to Ventex.

The Jones brothers own adightly larger roydty interest in the 40 acresin Section 21 than they do
in the 320 acres in the south one-half of Section 26. The effect of the July 31, 1996, agreement, and the
subsequent agreement signed January 13, 2000, and made effective July 31, 1999, was to make the
interest of the Jonesbrothersin the entire 360 acrescomprising the Y oung L ease subject to asingleminera
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leaseto Ventex. On July 15, 2003, Ventex released to the Jones brothers al but 60 acres, comprised of
the 40-acre proration unit for the Young No. 1 well and 20 acres assigned to the pooled unit for the
ReynoldsNo. 2 well, but the acreage retained by Ventex continuesto be covered by asingleminerd lesse.
There are some differencesin ownership of nonparticipating royaty interestsin the 40 acresin Section 21
as compared to the 320 acresin Section 26 but there is no evidence that these interests are being pooled
by Ventex.

The Commission cannot require Ventex to file a Form P-12 (Certificate of Pooling Authority) for
the smple reason that it has not been proven that Ventex is pooling any lands in connection with its
operation of the Young No. 1 well. If the Jones brothers are dissatisfied with the basis on which they are
being paid roydlties, they are required to seek relief in ajudicid forum.

(d) Field Rules

Specid field rules for the Casady (Strawn) Field have been in effect since September 14, 1999.
The Jones brothers complained that Ventex did not provide notice to the Jones brothers when it filed its
applicationfor permanent field rules. The Jonesbrothersclaimed that Ventex’ slease of the Jonesbrothers
interest in the Young Lease had expired on July 31, 1999, prior to the date of the notice of hearing on
Ventex's gpplication for permanent field rules, and because they were unleased minerd interest owners,
they were entitled to notice.

Traditiondly, when temporary field rules are being converted into permanent field rules, the
Commission has required notice only to operators in the field. Statewide Rule 43 implies that notice of
gpplications for establishment of temporary field rulesisto be given to al operators holding leaseson land
touching the discovery well tract and owners of abutting unleased land. Theruleisslent, however, onthe
question of whether unleased mineral interest owners are entitled to notice of applications to establish
permanent field rules in the case where there have been no preceding temporary field rules. Notice of the
Ventex gpplication to establish permanent field rulesfor the Casady (Strawn) Field was given to operators
in the field, and apparently to some mineral owners, dthough not to the Jones brothers.

The evidence shows that on July 19, 1999, when Ventex filed its gpplication for permanent field
rules and furnished the Commisson with alist of partiesto be served with notice, Ventex’slease with the
Jones brothers was ill in effect. On January 13, 2000, Ventex and the Jones brothers signed an
agreement ratifying Ventex's lease of the Jones brothers interest in the Young Lease acreage, and the
agreement was made effective July 31, 1999. By sgning this agreement, the Jones brothers effectively
waived any contention that they were unleased minerd interest owners in the Young Lease acresge
between July 31, 1999, and January 13, 2000. From the present perspective, Ventex represented the
interest of the Jones brothersfor the Commission’ s regulatory purposes during the entire period when the
Ventex gpplication for permanent field rules was filed, when the notice of hearing was issued, and when
the field ruleswere adopted. Thisforeclosesany present argument by the Jones brothersthat, as unleased
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minerd owners, they should have been provided with notice of the Ventex goplication for permanent field

rules.

€) Conclusion

The Jones brothersfailed to show that they are entitled to any of therelief sought in their complaint.
Accordingly, the examiners conclude that the complaint should be dismissed. Based on therecord in this
case, the examiners recommend that the following Findings of Fact and Conclusions of Law be adopted.

FINDINGS OF FACT

1. At least ten (10) days notice of the hearing in this docket was sent to al parties entitled to notice.
Richard W. Jones and Jerry R. Jones (*Jones brothers’), Complainants, and Ventex Operating
Corp. (“Ventex”), Respondent, appeared and presented evidence.

2. By their complaint, the Jones brothers requested the Commission:

a

to recognize and approve a proration unit for the Young Lease, Well No. 1, Casady
(Strawn) Fed, Taylor County, Texas, conforming to the40-acredrilling unit shown onthe
plat submitted with the Form W-1 (Application for Permit to Drill, Degpen, Plug Back, or
Re-Enter) for adrilling permit for thewell filed with the Commission on October 31, 1996;

to find that the 40-acre proration unit for the Y oung Lease, Wdll No. 1 asrepresented on
the proration plat for thewd| filed with the Commission on October 22, 1999, violatesthe
maximum diagond limitation in specid fied rules for the Casady (Strawn) Fed;

inthe dternaive, to require Ventex to file a Form P-12 (Certificate of Pooling Authority);
and

to find that permanent field rules for the Casady (Strawn) Fied were adopted without
proper notice to the Jones brothers.

3. A Form W-1 (Application for Permit to Drill, Degpen, Plug Back, or Re-Enter) seeking adrilling
permit to drill the Y oung Lease, Wdll No. 1 wasfiled with the Commission on October 31, 1996.
This Form W-1 represented that the well was to be drilled on the 360-acre Y oung L ease and not
on apooled unit. No Form P-12 was filed with the Form W-1.

4, A plat attached to the Form W-1 filed on October 31, 1996, depicted a 40-acre drilling unit for
the Y oung No. 1 well consisting of acreage out of the south one-half of Section 26 of Block 18 of
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the T & PRR Co. Survey in Taylor County, Texas.

5. The Young No. 1 well was spudded by Ventex on December 23, 1996, and completed on

January 20, 1997. The surface location of thewell is 1,000 feet from the east line and 1,260 feet
from the south line of the Y oung Lease and 1,000 feet from the east line and 600 feet from the
south line of Section 26 of Block 18 of the T & P RR Co. Survey, Taylor County, Texas.

6. OnJduly 20, 1999, Ventex filed with the Commission aregquest that ahearing be scheduled to adopt
permanent field rules for the Casady (Strawn) Fidd. Thisapplication was docketed as Oil & Gas
Docket No. 7B-0222211, and a notice of hearing was issued on August 6, 1999. Notice was
givento al operatorsinthefied. A hearing washeld on August 25, 1999, and on September 14,
1999, the Commission issued a Final Order adopting permanent field rules for the subject field.

a Thefield rulesprovidefor gpacing of 467 feet to any property line, leaseline or subdivison
line and 1,200 feet between wells applied for or permitted or completed in the same
reservoir on the same lease, pooled unit or unitized tract.

b. The field rules provide for 40-acre drilling and proration units.
C. Thefidd rules include a maximum diagond limitetion for proration units of 2,100 feet.

7. On October 22, 1999, Ventex filed with the Commission a certified proration plat for the Y oung
No. 1 well and arequest for an exception to the maximum diagond limitation of thefield rulesfor
the Casady (Strawn) Field.

a The 40-acre proration unit for the well includes approximately 37 acres in the southeast
quarter of Section 26 and gpproximately 3 acresin the northeast quarter of Section 21.

b. The maximum diagond for the well’ s proration unit is 2,289 feet.

8. All of the acreage in the 40-acre proration unit assigned by Ventex to the Young No. 1 well is
productive in the Casady (Strawn) Field.

9. The Ventex request for an exception to the maximum diagond limitation of the fidd rules for the
proration unit of the Y oung No. 1 well was gpproved adminigratively by the Commisson.

a The certified proration plat filed on October 22, 1999, was accepted for filing by the
Commisson.

b. Following the filing of the certified proration plat and the request for an exception to the
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10.

11.

12.

maximum diagond rule, the Commission continued to assign an alowable to the well.

OnJanuary 22, 1992, Ventex obtained adrilling title opinion covering the 360-acre Y oung L ease.

a

The minerd leasing rights are owned 25% by J. O. Young, J., and Loretta Young (“the
Youngs’) and 75% by the Jones brothers.

The minerd leasing rights ownership is common across the 360 acres.

Asto the royalty interest, the Youngs' interest is one-fourth in the entire 360 acres.

The Jones brothers each own a one-eighth roydty interest in 320 acres, being the south
one-half of Section 26 and a 17/128th interest in 40 acres in the northeast quarter of
Section 21, in Block 18, T & P RR. Co. Survey, Taylor County, Texas.

There are some non-participating royalty ownerswho are not common asto the 320 acres
in Section 26 and the 40 acres in Section 21.

Ventex has a currently effective lease of the minera interest owned by the Youngs in 360
contiguous acres of land, comprised of 320 acres congtituting the south one-haf of Section 26 and
40 acresin the northeast quarter of Section 21, in Block 18 of the T & PRR. Co. Survey, Taylor
County, Texas.

a

On Augugt 18, 1995, Ventex entered into an Oil, Gas & Minerd Lease withthe Y oungs
covering the 40 acresin Section 21.

On August 23, 1995, Ventex entered into an Oil, Gas & Minerd Leasewith the Y oungs
covering the 320 acres in Section 26.

On July 23, 1996, following a partid release in October 1995, and aratification in April
1996, Ventex and the Y oungs entered into awritten agreement which amended the August
25, 1995, minerd lease (formerly covering 320 acres in Section 26) to include the 40
acresin Section 21. Thisagreement ratified theminerd lease and had the effect of cresting
one 360-acre lease asto the Youngs' interest.

Ventex has a currently effective minerd lease of the minerd interest owned by the Jones brothers
in atota of 60 acres of land, comprised of approximately 57 acres in the southeast quarter of
Section 26 and approximately 3 acresin the northeast quarter of Section 21 in Block 18 of the T
& PRR. Co. Survey, Taylor County, Texas.
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13.

14.

a

On October 26, 1995, Ventex entered into an Oil, Gas & Minera Lease with the Jones
brothers and their spouses covering the Jones brothers' interest in 160 acres, being the
southeast quarter of Section 26.

On July 31, 1996, Ventex and the Jones brothers entered into a written agreement
amending the October 26, 1995, minera lease to include 160 acres in the southwest
quarter of Section 26 and 40 acresin the northeast quarter of Section 21. Thisagreement
ratified the lease asawhole, extended the primary term, and had the effect of including the
entire 360 acresin asingle minerd lease asto the Jones' interest.

On August 18, 1999, Ventex released to the Jones brothers al but 60 acres, being 20
acres assigned to the pooled unit for the ReynoldsNo. 2 well and 40 acresassigned to the
Young No. 1well. Thispartia release was made pursuant to aretained acreage provision
in the minerd lease with the Jones brothers permitting Ventex to retain, one year after
expiration of the primary term of the lease, only that acreage assigned to producing wells.

On January 13, 2000, the Jones brothers signed another written agreement with Ventex
ratifying and extending the primary term of the October 26, 1995, minerd lease asto the
Jones brothers' interest in the entire 360 acres, excluding depths down to 3,500 feet on
al but 60 acres. This agreement was made effective July 31, 1999.

On July 15, 2003, pursuant to the retained acreage provison of theminerd lease, Ventex
released to the Jones brothers all of the acreage except for the 60 acres consisting of 20
acres assigned to the pooled unit for the Reynolds No. 2 well and 40 acres assigned to the
Young No. 1 well.

Ventex had an effectivelease of the Jonesbrothers minerd interest inthe Y oung Lease a thetime
of filing of Ventex’ sapplication for permanent field rulesfor the Casady (Strawn) Field on July 20,
1999. The agreement between Ventex and the Jones brothers signed on January 13, 2000, made
Ventex' slease of the Jonesbrothers minerd interest inthe Y oung L ease effective during theentire
time when notice of hearing of the field rules application was issued, when the hearing was held,
and when the fidd rules were adopted by Final Order of the Commission.

Ventex has not filed a declaration of pooled unit regarding any of the acreage assigned to the
proration unit for the Young No. 1 well and has not treated the Y oung No. 1 well asif it wereon
apooled unit. The Jones brothers are paid royalties on production of the Young No. 1well ona
tract basisfor the tract where the wdll is located and not on apooled unit basis.

CONCLUSIONSOF LAW
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1.

2.

Proper notice of hearing was timdy given to dl persons legdly entitled to notice.

All things have occurred and been accomplished to give the Commission jurisdiction to decide this
matter.

Ventex has agood faith claim of a current right to operate the 360-acre Y oung Lease, including
the acreage within the 40-acre proration unit for the Y oung No. 1 well.

The proration unit assgned by Ventex to the Young No. 1 well conforms to field rules for the
Casady (Strawn) Field and other Commission rules.

At the time of filing of the Ventex gpplication to establish permanent field rules for the Casady
(Strawn) Fidd, and as of the dates of the notice of hearing, hearing, and Commission Find Order
in Oil & Gas Docket No. 7B-0222211, for the Commission’s regulatory purposes the interests
of the Jones brothers were represented by Ventex pursuant to effective minera leases.

Proper notice was given by the Commission to al persons entitled to notice of the gpplication of
Ventex to establish permanent field rules for the Casady (Strawn) Field.

The Jones brothers did not provethat Ventex isrequired to file with the Commission aForm P-12
(Certificate of Pooling Authority) with respect to the proration unit for the Y oung No. 1 well.

The complaint of the Jones brothersin this docket should be dismissed with prejudice.

RECOMMENDATION

The examinersrecommend that the complaint of the Jonesbrothersinthisdocket bedismissed with

prejudice and that the attached order be entered.

Respectfully submitted,

James M. Doherty
Hearings Examiner

Margaret Allen
Technica Examiner
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